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Preface
This MAS practice aid is one in a series devoted to the kinds of man­
agement advisory services most often provided to a CPA’s small busi­
ness clients. Even though the same services may also be provided to 
large clients, practitioners’ experience indicates that providing advice 
and assistance to small, closely held businesses often differs from sim­
ilar engagements with larger clients. Small businesses frequently do not 
find it cost-effective to have the breadth of financial and accounting 
expertise that is present in larger businesses. Hence, the nature and 
depth of the practitioner’s gathering and analysis of the data may differ 
when providing services to small and large businesses. Most important, 
the personal plans, finances, and desires of the small business owner 
may have a significant impact on current and future operations of a small 
business, and the practitioner must take them into consideration when 
providing advice and assistance.
MAS small business consulting practice aids do not purport to in­
clude everything a practitioner needs to know or do to undertake a spe­
cific type of service. Furthermore, engagement circumstances differ, 
and, therefore, the practitioner’s professional judgment may cause him 
to conclude that an approach described in a particular practice aid is 
not appropriate.
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Scope of This Practice Aid
The purpose of this practice aid is to provide information to practitioners 
and propose techniques that can help identify opportunities for improve­
ment in a client company’s financial activities. This practice aid may 
also be useful in developing suggestions to maximize resources and 
thereby achieve more efficient and profitable operations.
The important feature of this practice aid is that it presents a tech­
nique developed to help the practitioner—
• Identify problems and document the findings.
• Decide the significance of his findings in a specific client area.
• Determine whether comment on the findings is appropriate.
• Support comments to the client.
•  Recognize areas needing corrective action.
•  Document the degree of severity of the problems.
•  Establish priorities for corrective action.
• Develop recommendations.
This type of MAS engagement would conclude with an oral or written 
communication of areas of client strengths and weaknesses, evaluating 
the relative significance of opportunities for improvement in each of the 
client’s operations, and making appropriate recommendations. This 
technique may be used as an adjunct to the practitioner’s provision of 
accounting services and other related client services.
Although the aid is broad in scope, it is not intended to be exhaustive 
in the examination of any specific area. Some of the information is found 
in practice aids previously issued; however, repeating that information 
was deemed necessary to present this subject completely.
The primary purpose of this practice aid is to assist the practitioner 
in studying a client’s business, identifying key service areas, and es-
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tablishing priorities in addressing needs and objectives. The objective 
selected for illustration is maximizing profits. The diagnostic review tech­
nique may be used as a tool in attaining other client objectives or for a 
general review of client operations.
This practice aid illustrates how diagnostic forms (diagnostic review 
questionnaire and diagnostic review summary) can assist a practitioner 
in conducting an MAS engagement to improve a client’s profitability. 
The diagnostic review questionnaire (see page 12) lists questions that, 
when answered by the practitioner, provide a better understanding of 
the current effectiveness of a client’s profit-affecting activities. The di­
agnostic review summary facilitates the collection of information and 
related comments from the diagnostic review questionnaires.
The accompanying forms used herein are for illustrative purposes 
and may be used if applicable. Practitioners would develop appropriate 
diagnostic forms, adding, deleting, or replacing elements as needed, 
based on their own methods and experiences. The questions under each 
of the sections should not be construed as all-inclusive or as substitutes 
for individual creativity and an understanding of the client and its in­
dustry. Elements or questions may be added or dropped depending on 
the circumstances in each case.
Certain considerations are pertinent to the development and use of 
this practice aid.
•  The aid should not be interpreted as setting standards or preferred 
approaches to providing this kind of assistance.
•  Many of the activities discussed herein would not have to be per­
formed in each case, since a practitioner will already have varying 
degrees of knowledge about the client and how certain areas and 
elements affect the profitability of the entity.
Throughout this aid, certain terms are used as defined below.
crucial. An opportunity for improvement having top priority.
substantial. An opportunity for improvement having a high degree of 
benefit to the client.
good. An opportunity for improvement having a benefit to the client.
minimal. An opportunity for improvement having a slight benefit to the 
client.
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Engagement Considerations
Practitioners will always have opportunities to provide clients with ad­
vice and assistance in maximizing profits. These opportunities may be 
the result of observation, inquiry, and analysis by the practitioner or may 
be requested by the client.
A practitioner may be requested to conduct an entire engagement 
from preliminary survey through final recommendation and implemen­
tation or to assist in preparing data for evaluation by the client man­
agement. Such assistance may be limited to a consultation1 based on 
the practitioner’s knowledge of current financial conditions and the 
client’s situation. It may involve an engagement2 requiring considerable 
research and effort, including assistance in preparing the necessary 
documents and in implementing accepted recommendations. The extent 
and nature of the practitioner's work will depend on the capabilities of 
the client, the circumstances, and the degree to which the practitioner 
wishes to offer and provide such services.
In either an engagement or a consultation, the client would be in­
volved throughout in providing essential data and assumptions and in 
deciding on courses of action.
Illustrative Engagement Approach
An MAS engagement to assist a client in maximizing profits usually 
includes the following steps:
1. Acceptance of the client (client evaluation)
2. Reaching an engagement understanding
3. Preliminary survey
4. Initial judgments on the approach to maximizing the client’s profits
5. Information gathering
6. Analysis and development of the areas and elements for maximizing 
profits through the diagnostic review technique
7. Preliminary communications of findings and recommendations
8. Oral or written final report to client
The extent of effort expended on each step may vary, depending on 
the variables in the engagement, such as prior client contact and the 
knowledge of the client’s operation and organization. A brief discussion
1 See Statement on Standards for Management Advisory Services (SSMAS) No. 3, MAS 
Consultations.
2 See SSMAS No. 2, MAS Engagements.
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of the above steps of the engagement follows; other possible engage­
ment activities such as implementation and monitoring are not ad­
dressed in this practice aid.
Client Evaluation
In order to determine whether to undertake an MAS engagement for a 
new client, a practitioner may wish to review the circumstances sur­
rounding the client's request. Initial discussions might seek to develop 
the following pertinent information:
Had the prospective client previously engaged an accountant, and if so, 
why is he seeking another one?
Who referred the prospective client?
With whom does the client bank?
What law firm does the client use?
How long has the client been in business?
Were there any earlier business ventures, and if so, what were their re­
sults?
What is the nature of the current business?
What is the financial history of the current business?
Who are the owners/partners?
Does the management team have the experience or education likely to 
make the business a successful one?
Is the prospective client seeking to establish a continuing relationship 
with the practitioner or asking for one-time-only assistance?
In deciding whether to accept the new client, the practitioner may 
be guided by the following additional considerations:
• Would acceptance of the client be in keeping with professional stan­
dards and with the practitioner’s policies?
• Does the practitioner believe that opportunities exist to achieve the 
client’s objectives on a cost-effective basis?
• Does the practitioner possess the competence to successfully com­
plete the engagement?
Engagement Understanding
Once the practitioner has accepted the client, an understanding re­
garding the service to be performed and the objectives and scope of 
the engagement can be reached. The client would be made aware at 
the outset that the practitioner does not guarantee that assistance will
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result in the maximization of profits3 and that the practitioner’s fee is not 
contingent upon the outcome.4
The scope of an engagement to assist a client in maximizing profits 
may include helping the client identify areas for profit improvement and 
preparing required information, such as a profit plan and projections. 
Matters that pertain exclusively to financial statements are not treated 
extensively in this practice aid.
Preliminary Survey and Initial Judgments
A preliminary survey is important in identifying general areas that appear 
to need improvement. The practitioner often uses his prior knowledge 
and experience to make initial judgments about probable sources of 
positive or negative impact on profits during the preliminary survey. The 
answers to questions on a diagnostic review questionnaire (see page 
12) will help determine whether those initial judgments are appropriate 
or if they will require revision.
The practitioner’s inquiries in the preliminary survey generally con­
cern the following matters:
•  What is the type and structure of the organization?
• What are management’s goals?
• What is the source and amount of capital?
• What products or services are sold?
• What marketing efforts have been used?
• How and where are the products made?
• How many and what types of workers are employed?
• What financial information does management receive and what con­
trols does management employ?
Based on the preliminary survey, the practitioner would make initial 
judgments concerning an approach to achieving the engagement ob­
jectives and develop an appropriate work program.
Information Gathering
When assisting a small business client in maximizing profits, a practi­
tioner would gather information in sufficient detail to—
• Identify potential client weaknesses.
• Identify strengths that the client may have in any of the areas iden­
tified as profit generators.
3 Ibid.
4 See rule 302 of the AICPA Rules of Conduct.
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• Corroborate preliminary survey data and confirm the understanding 
of the engagement.
The selected information to be gathered may fall into the following 
major categories or areas:
• Organization
• Management goals
• Sources and adequacy of capital
• Products and services
• Marketing
• Production
• Human resources
• Management information and controls
Selection of Areas and Elements
The areas selected for development in this practice aid were perceived 
to be basic to the profitable operation of a business. Each area usually 
deserves an in-depth study to pinpoint strengths and weaknesses in both 
structure and operations. Such a study may uncover other activities re­
quiring further study or revision. The areas and subsequent listing of 
elements in this practice aid do not preclude additional inquiry that the 
practitioner might deem appropriate. For example, tax considerations, 
not covered extensively in this practice aid, may be significant. A brief 
description of the importance to profitability of each area selected in 
this practice aid precedes the diagnostic review questionnaires for that 
area.
Preliminary Communications
Throughout the engagement, ideas and suggestions for improvement 
that become apparent to the practitioner may be worthy of immediate 
communication to the client so that the benefits to be derived may be 
realized sooner. The client may approve the suggestions for immediate 
implementation and thereby expedite the benefits.
Final Report
Aside from the important aspect of implementation assistance, an en­
gagement to assist the client in maximizing profits is usually complete 
when the practitioner presents the client with recommendations for max­
imizing the profits of the organization based on the engagement findings. 
These recommendations can be recorded initially on the diagnostic re­
view summaries.
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The final report to the client is a summary of information that has been 
communicated at various times during the course of the engagement 
together with the practitioner’s recommendations. The practitioner may 
wish to document the conclusions reached and the recommendations 
made in the final report if the report is communicated orally.
Technique for Using the
Illustrative Forms
In this illustration of the diagnostic technique, two forms are used: the 
diagnostic review summary (see Figure 1, pages 10 and 11) and the 
diagnostic review questionnaire (see Figure 2, page 12).
The diagnostic review summary is divided into five sections:
1. Areas. Identify selected aspects of the business related to profit 
maximization.
2. Elements. Specify the major factors to be reviewed in each area. 
They may be identified by a question or subject and will relate to a 
diagnostic review questionnaire.
3. Workpaper Reference. Identify specific workpapers pertinent to a 
given element.
4. Opportunity for Improvement. Check off each of the elements re­
viewed, indicating the practitioner’s overall judgment about the de­
gree of opportunity for improvement based on the answers to the 
questions on the appropriate diagnostic review questionnaire.
5. Significant Commentary. Comment on substantial findings to be re­
viewed for possible communication to the client.
The diagnostic review questionnaire is divided into six sections:
1. Questions. List the questions to be answered by the practitioner or 
his staff relating to each of the elements (major factors to be reviewed) 
appearing on the diagnostic review summary. One or more pages may 
be used for each of the elements listed.
2. Response to Question. Yes
No
Not Applicable
3. Responsible Person(s). Name the person who has departmental re­
sponsibility for the item discussed in the question.
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4. Opportunity for Improvement. What is the opportunity for improve­
ment?
N — None 
M — Minimal 
G — Good 
S — Substantial 
C — Crucial
5. Comments. Comment on the item (with possible suggestions for cor­
rections).
6. Workpaper Reference. Refer to workpapers, if any, documenting 
procedures and procedural deficiencies that may exist.
The forms illustrate how the practitioner first completes the diagnostic 
review questionnaire and then brings the results forward to the diag­
nostic review summary. The summary form then serves as a cover sheet 
for all the questionnaire forms.
After an initial client meeting, survey, or both, the first step in using 
this technique is to develop pertinent questions to ask the client. The 
technique illustrated in this practice aid is but one of several that can 
be used by practitioners. Practitioners should use whatever technique 
and forms they are most comfortable with. The approach can be used 
for many subjects in addition to organizing to maximize profits. The 
questions asked one client are not necessarily identical to those that 
should be asked another. Once a practitioner has developed a file con­
taining questions that may be useful for various areas, circumstances, 
and types of clients, the appropriate questions to ask a specific client 
will be easier to identify.
Introduction to the Review
Process
The following illustrative diagnostic review summary and diagnostic re­
view questionnaire forms are used in the diagnostic technique. Space 
has been left on the diagnostic review summary under each area to insert 
additional elements. This was done in order to indicate that the forms 
are not intended to be all-inclusive and to leave room for practitioners 
to insert elements of their own. Note that the last question listed under 
each element is “Other” to indicate that practitioners should use their 
judgment and knowledge of the client to add questions that might be 
pertinent. The illustrative diagnostic review questionnaire contains a se-
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ries of sample questions relating to the initial area (organization) of the 
diagnostic review summary.
Following the illustrative forms is a series of additional sample ques­
tions dealing with each of the areas included in the illustrative diagnostic 
review summary on pages 10 and 11. MAS Small Business Consulting 
Practice Aid No. 2, which introduced this diagnostic review technique, 
contains questions dealing with cash and cash items, receivables, in­
ventories, and accounts payable. The completed sample diagnostic re­
view questionnaire and diagnostic review summary in that practice aid 
also illustrate the diagnostic review technique described in this practice 
aid.
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Illustrative Diagnostic Review
Elements and Questions
Organization
Some small businesses operate effectively without any formal organi­
zational structure. In the early stages of a small business, one person, 
or a small group, can usually effectively supervise all areas of the en­
terprise. In these businesses an informal system may be effective be­
cause the person or the group is aware of all aspects of the business.
However, as a business grows and expands, the informal system may 
no longer function effectively. At this stage of development it may be­
come necessary to establish a more formal organization to communicate 
policies, operating procedures and duties within the company. Lines of 
responsibility with appropriate authority are then defined to enhance 
management’s ability to maximize profits through goal setting and man­
agement accountability.
1. Structure
A. Is the company incorporated?
B. Is that the most appropriate business form?
C. Are there other related entities?
D. Has consideration been given to—
(1) Merger or consolidation?
(2) Surtax allocation?
E. Should subchapter S tax status be considered?
F. Does the Board of Directors make policy?
G. Is the Board of Directors perfunctory in operation?
H. Does management appear to have the diversified talent needed 
to direct the entity?
I. Other
2. Organization Chart
A. Does the company have an organization chart?
B. Does the chart accurately portray the company’s organizational 
structure?
C. Is the organizational structure appropriate?
D. Does the chart show—
(1) Groupings of positions?
(2) Functional areas?
E. Is it communicated to appropriate personnel?
F. Is it updated as the organization changes?
G. Other
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3. Policy Manual
A. Does the company have a policy manual?
B. Does it reflect the thinking and needs of management?
C. Is the policy manual adequate?
D. Is it reviewed and updated periodically?
E. Is it distributed to appropriate personnel?
F. Is it understood by those who use it?
G. Other
4. Executive Duties
A. Are executive duties in writing?
B. Are they factual?
C. Are they understood by those in need of knowing?
D. Are they adequate for satisfying company objectives?
E. Are they updated as needed?
F. Other
5. Authority and Responsibility
A. Does the company plan call for delegation?
B. Are personnel with delegated responsibility given appropriate 
authority?
C. Are the areas of responsibility clearly spelled out?
D. Are the responsibilities given to individuals monitored?
E. Are the individuals who are unable to handle responsibility or 
authority removed from such positions?
F. Other
6. Standard Operating Procedures
A. Does the company’s organizational structure allow for com­
municating standard operating procedures efficiently?
B. Are procedures written?
C. Are they communicated to the appropriate personnel?
D. Are they updated?
E. Do they include—
(1) Job descriptions?
(2) Rules and regulations?
(3) Promotions and transfers?
(4) Evaluation process?
F. Other
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Management Goals and Objectives
Many businesses are started without explicitly stated goals and objec­
tives. Some businesses operate in this same manner. Those guided by 
set, formal goals and objectives are better able to monitor, measure, and 
assess their progress along the way. The mere setting of goals and 
objectives stimulates thinking towards realistic operating methods.
A “mission" statement (in which the company’s guiding principles, 
reasons for existence, management philosophy, and purpose in society 
are outlined) sets the atmosphere and circumstances in which the com­
pany intends to operate and to guide its selection of operating methods 
and techniques.
10. Planning Procedures
A. Has the company developed a mission statement?
B. Does the mission statement set out the company’s—
(1) Guiding principles?
(2) Reason for being?
(3) Management philosophy?
(4) Purpose in society?
C. Does the organization chart reflect the mission statement?
D. Other
11. Place in Industry
A. Has the company determined its ranking in its industry con­
cerning—
(1) Sales volume?
(2) Product diversity?
(3) Competitive position?
B. Has the company outlined its goals concerning—
(1) Sales volume?
(2) Product line diversity?
(3) New product development?
C. Other
12. Markets to Be Served
A. Has the company determined the markets—
(1) It serves?
(2) It wishes to serve?
(3) It can serve?
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B. Has the company a program to—
(1) Expand its markets?
(2) More deeply penetrate its existing markets?
C. Is there a formal marketing plan?
D. Is there a plan to monitor current market developments—
(1) Domestic?
(2) Foreign?
E. Other
13. Short-and Long-Range
A. Has the company a formal—
(1) Short-range plan?
(2) Long-range plan?
B. Do the plans have objectives that are—
(1) Measurable?
(2) Attainable?
(3) Appropriate?
C. Are the plans regularly compared with results?
D. Are the plans regularly revised?
E. Are methods outlined to assist in reaching these goals and 
objectives?
F. Other
14. Geographies
A. Has the company defined the geographic areas it—
(1) Serves?
(2) Wants to serve?
B. Does the geographic area plan consider—
(1) Cost to serve?
(2) Physical problems of—
(a)
(b)
(c)
C. Other
Sales coverage? 
Product delivery? 
Product warehousing?
Profitability
A. Has the company a plan for profitability?
(1) By product line?
(2) By geographic area?
(3) By sales territory?
B. Is the plan realistic?
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C. Is it updated?
D. Has the company a plan for profit centers?
(1) By plant?
(2) By division?
E. Does it include—
(1) Adequate return on investment?
(2) Planned return on sales?
(3) Reasonable compensation for active owners?
F. Is there adequate tax planning?
(1) Corporate?
(2) Personal?
G. Other
16. Growth
A. Does management have goals for growth?
B. Are they in writing?
C. Are they communicated to the appropriate personnel?
D. Are they effective?
E. Do they include—
(1) Mergers?
(2) Acquisitions?
(3) Internal expansion?
(a) Vertical?
(b) Horizontal?
(4) New product lines?
F. Are the goals well-defined with regard to—
(1) Timing?
(2) Method?
G. Is the growth plan—
(1) Realistic?
(2) Likely to be attained?
H. Is the plan supported by top management?
I. Does the plan consider—
(1) Moving to a new location?
(2) Opening new facilities?
J. Are the goals and plans updated?
K. Other
17. Continuity
A. Has the company a plan for continuing the business?
(1) In the event of loss of—
(a) Production facilities?
17
(b) Key employees?
(c) Sources of supply?
(d) Substantial customers?
(2) In the event of a—
(a) Friendly or unfriendly takeover?
(b) Merger proposal?
B. Are these plans realistic in light of—
(1) Key employee goals?
(2) Back-up for key employees?
(3) State of the industry?
C. Are these goals updated?
D. Is the organizational structure suited to the company goals?
E. If not, can the goals be altered to fit the plan?
F. Has the company a plan of succession for corporate officers?
G. Does the compensation plan encourage retention of key per­
sonnel?
H. Other
Sources and Adequacy of Capital
A frequent cause of business failure is the lack of capital. A strong pro­
gram to provide adequate capital is a primary element in providing for 
business continuity. The program would be designed to face the issues 
of both adequate capital for the short and long term as well as appro­
priate relationships to provide continuing sources of capital.
21. Equity
A. Is the company’s equity properly structured with regard to—
(1) Adequacy?
(2) Reinvestment of profits?
(3) Composition:
(a) Common stock?
(b) Preferred stock?
(4) Buy-and-sell-agreement provision?
B. Has the company a plan to secure additional capital as 
needed?
C. Has the company considered—
(1) Issuing additional stock?
(2) Issuing second class of stock?
(3) Issuing convertible preferred stock?
D. Does the company use applicable ratios to determine equity 
needs?
E. Other
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22. Debt
A. Does the company plan its debt?
B. Is the company debt realistic in line with repayment ability?
C. Is the company debt structured in such a way as not to have 
short-term debt used for long-term purposes?
D. Does the company review its debt structure in light of current 
IRS debt-to-equity regulations?
E. Has the company a reasonable1 debt-to-equity ratio?
F. Does the company plan for debt reduction?
G. Is there a plan to convert debt to equity?
H. Is there a program for securing additional financing through 
debt issues?
I. Has the company considered debentures as a type of debt?
J. Does the company have a line of credit?
K. Is it adequate?
L. Other
23. Working Capital
A. Is working capital adequate?
B. Is the composition reasonable?
C. Is the trend of working capital in the right direction?
(1) Historically?
(2) As projected?
D. Is there a plan to safeguard working capital?
E. Is working capital balanced?
(1) Between receivables and inventory?
(2) In line with industry ratios?
F. Is there a program for short-term borrowing to satisfy working 
capital needs?
G. Other
24. Cash Management
A. Is there a formal cash management program?
B. Is the plan being followed?
C. Is the plan regularly revised to take advantage of varying in­
vestment vehicles?
D. Is the cash management program assigned to the proper per­
son?
1 Refer to MAS Technical Practice Aid No. 3, Financial Ratio Analysis, for discussion of 
this and other pertinent ratios.
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E. Does the cash manager have all the necessary company in­
formation concerning—
(1) Sales?
(2) Collection flow?
(3) Payable requirements?
F. Other
25. Forecasting
A. Is there a plan to forecast needs for—
(1) Debt increase or decrease?
(2) Equity increase or decrease?
B. Are debt/equity forecasts based on (coordinated with) forecasts 
for—
(1) Sales growth?
(2) Plant expansion?
(3) Product line developments?
C. Has there been a historical ability to forecast capital needs?
D. Other
26. Relations With Lenders
A. Are there established relationships with lenders such as—
(1) Bankers?
(2) Investment brokers?
(3) Factors?
B. Are lenders kept informed of company developments through—
(1) Financial reports?
(2) Newsletters?
(3) Personal contacts?
C. Is there a plan to expand the company’s relationships in view 
of the alternative lending situations?
D. Other
Marketing
Marketing may be defined as the product planning, pricing, promotion, 
distribution, and servicing of goods and services needed and desired 
by consumers. It includes all the activities that have to be performed in 
order to sell what you want, where you want, when you want, how you 
want, and on your terms.
A small company may be very successful without a formal marketing 
plan, particularly if it sells a product or service customers want at a fair 
price. As the organization grows, its activities become more complex.
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Competition may make a better product or sell an equally good product 
at a lower cost. Consumers’ tastes change rapidly. Population shifts and 
other demographic factors can change markets drastically. Production 
must be coordinated with sales. These factors may require a formal mar­
keting plan in order for the company to survive and grow. The degree 
of formality is dependent on the size of the operation.
30. Market Plan
A. Does the company have a well-defined marketing plan?
(1) Long term?
(2) Short term?
B. Is the plan in writing?
C. Is the plan updated periodically?
D. Does the plan coincide with corporate objectives?
E. Is the plan compared to actual performance?
F. Does the plan include—
(1) Major marketing areas?
(2) Types of customers?
(3) Number of customers?
(4) Size of customers?
(5) Products?
(6) Pricing?
(7) Promotion?
(8) Distribution?
(9) Servicing?
(10) Sales?
G. Is the plan effective?
H. Other
31. Product Planning
A. Does the company use market research techniques to evaluate 
its products?
B. Are the results of its market research adequately communicated 
to the following functions—
(1) Research and development?
(2) Manufacturing?
(3) Sales?
C. Does the company have a plan for—
(1) New product development?
(2) Product improvement?
D. Do the product plans review—
(1) Product lines?
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(2) Quality?
(3) Brands?
(4) Packaging?
(5) Related services?
E. Are the plans reviewed and monitored?
F. Are the plans coordinated with other activities?
G. Other
32. Pricing
A. Does the company have written pricing policies?
B. Are they effectively communicated?
C. Are pricing policies monitored for compliance?
D. Are competitor’s prices and pricing policies monitored?
E. Is an adequate feedback mechanism in place to monitor con­
sumer reaction to pricing policies?
F. Has the company utilized direct costing techniques in devel­
oping pricing policies?
G. Do the pricing policies consider—
(1) Direct and indirect cost?
(2) Discounts and allowances?
(3) Credit available?
(4) Transportation and shipping?
(5) Inflationary forces?
(6) Industry and economic factors?
H. Other
33. Promotion
A. Does the company have a promotion plan or policy?
B. Is it in writing?
C. Is the plan updated periodically?
D. Does the promotion plan include—
(1) Public relations?
(2) Sales promotion?
(3) Advertising?
E. Does the company advertise by means of—
(1) Television?
(2) Radio?
(3) Newspapers?
(4) Magazines?
(5) Trade publications?
(6) Direct mail or catalog?
F. Is the advertising program monitored effectively?
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G. Does the company participate in trade shows?
H. Are the results obtained from trade shows evaluated?
I. Other
34. Distribution
A. Does the company’s distribution system provide for—
(1) Company-owned warehouses?
(2) Rented warehouses?
(3) Regional distribution centers?
(4) Leased transportation equipment?
B. Is the distribution system evaluated periodically?
C. Is the company product sold through—
(1) Company-owned facilities?
(2) Franchise operations?
(3) Distributors?
(4) Wholesalers?
(5) Retailers?
(6) Manufacturers’ representatives?
D. Are sales territories established?
E. Is the effectiveness of the alternatives evaluated periodically?
F. Other
35. Servicing
A. Does the company service its own products?
B. Are service centers used?
C. Are service employees adequately trained?
D. Is the effectiveness of the service operations monitored?
E. Does an adequate customer feedback system exist to monitor 
the effectiveness of service operations?
F. Other
36. Sales
A. Does the company have a formal sales management policy?
B. Does the company prepare sales forecasts?
C. Are the forecasts by—
(1) Territories?
(2) Quotas by salesmen?
(3) Quotas by division?
(4) Types of customers?
(5) Branch offices?
D. Does the company have a formal sales policy?
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E. Does the company have a sales training program?
F. Are the results of sales reported to management?
G. Does the salesman prepare a report of—
(1) Customer contacts?
(2) Customer follow-ups?
H. Do sales reports include—
(1) Sales by territory?
(2) Sales by salesmen?
(3) Sales by product?
(4) Sales by type of customers?
(5) Sales by branch?
(6) Comparison of actual to forecast?
(7) Comparison of this year to prior years?
I. Other
Products and Services
This area is related to marketing but is more limited in scope. The ques­
tions in this area seek to determine if the company regularly monitors 
its product lines (products or services) to verify that they are meeting 
the needs of its customers. Relying on a single product or service can 
be risky, due to technological (buggy whips), environmental (asbestos), 
and political (oil embargo) factors.
Smaller companies often do not have formal research and devel­
opment programs. This situation is acceptable as long as there is a 
commitment to research and development within the company.
Failure to have a marketable product or service will result in obsolete 
inventories, lost customers, or, at the worst, business failure.
41. Research and Development
A. Does the company have a formalized research and develop­
ment department?
B. Does the research and development department have written 
goals and objectives?
C. Are they adequately communicated to the staff?
D. Are they updated periodically?
E. Is the research and development function adequately moni­
tored?
F. Does the budget for research and development appear ade­
quate?
G. Has the company developed any new products/services (or 
major product improvements) in the past two years?
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H. Has the company a program to improve and update existing 
products?
I. Other
42. Monitoring Industry Trends
A. Is the company a member of its industry association?
B. Do key executives regularly attend trade association meetings?
C. Is there an effective customer feedback system?
D. Does the company obtain industry statistics?
E. Does the company evaluate its operations in comparison to 
industry data?
F. Other
43. Monitoring Competition
A. Does the company know its competitors?
B. Does the company evaluate its competition by—
(1) Obtaining competitors’ sales literature, catalogs, and ad­
vertisements?
(2) Determining competitors’ pricing policies?
(3) Analyzing competitors’ products?
(4) Analyzing competitors’ distribution systems?
C. Is the company monitoring its foreign competition?
D. Is the company’s market share increasing?
E. Other
44. Reporting
A. Does the company’s quality reporting include—
(1) Late shipments?
(2) Lost customers?
(3) Customer complaints?
(4) Lost bids?
B. Does the company have scrap reports for—
(1) Finished products?
(2) Incoming raw material?
C. Are they utilized?
D. Are reported problem areas followed up?
E. Other
45. Diversification
A. Has the company considered diversification through—
(1) Export sales?
(2) Government contracts?
25
(3) Vertical expansion— manufacturing its raw materials or 
acquiring a manufacturer?
(4) Horizontal expansion—manufacturing its purchased 
components or acquiring a manufacturer?
(5) Establishing its own repair (service) centers?
(6) Entering new markets?
B. Other
46. Make vs. Buy
A. Does the company utilize make-vs.-buy decision techniques?
B. Are the techniques applied regularly?
C. Are the criteria used appropriate?
D. Are the results monitored?
E. Do the company’s make-vs.-buy decisions follow the objectives 
of management?
F. Other
Production
When a small business is started, one person (or a small group) may 
effectively control all aspects of the manufacturing process on an infor­
mal basis. A small manufacturing company may operate effectively with­
out any formal (documented) production control system.
As the business grows, or as more items are added to the product 
line, the informal system often breaks down. The breakdown may result 
in unbalanced production, production delays due to lack of raw materials 
or components, and defective products. Such inefficiencies adversely 
affect profitability and may cause failure of the business.
Unbalanced production can lead to excessive inventories, thus de­
pleting available working capital. Production delays can result in order 
cancellations and excessive inventories. Defective merchandise can 
cause expensive rework and warranty expense as well as lost customers.
An effective production control system provides for coordination of 
output with anticipated sales, thus minimizing the investment in finished 
goods inventories. Raw material and purchased components are coor­
dinated with anticipated production, for both quantities and timing of 
delivery, so that these inventories are minimized. Production is sched­
uled to minimize costly overtime premium. Scrap is controlled and min­
imized, and plant and equipment are utilized effectively.
49. Planning and Control
A. Does the company have a production control system?
B. Does the plan include—
(1) Work-flow processes?
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(2) Work schedules?
(3) Control of procurement?
(4) Control of material flow?
(5) Financial controls?
(6) Coordination of production and sales forecasting?
C. Does the company control engineering costs?
D. Does the company’s control of equipment include—
(1) Costs and uses?
(2) Adequacy?
(3) Purchases based on return on investment (ROI) consid­
erations?
(4) Replacements?
(5) Maintenance?
(6) Contracts?
E. Does the company have an adequate warehouse distribution 
system?
F. Other
50. Inventories
A. Are inventories coordinated with production schedules?
B. Are purchases coordinated with sales and production fore­
casts?
C. Are perpetual inventory records maintained?
D. Are they accurate?
E. Are obsolete and slow-moving inventories monitored?
F. Are inventories of distributors and wholesalers used to mini­
mize the company’s inventory levels?
G. Other
51. Forecasting
A. Is a formal forecasting system used?
B. Is it monitored?
C. Is it effective?
D. Are forecasts revised to reflect actual market conditions?
E. Other
52. Quality Control
A. Does the company have procedures for the control of quality 
of its products or services?
B. Does the company monitor its quality controls?
C. Are the controls effective?
D. Are the controls updated to reflect changes in products and 
services?
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E. Is there a formalized quality control program for—
(1) Incoming raw materials?
(2) Production?
(3) Finished products?
F. Other
53. Financial Controls
A. Do the company’s financial controls include—
(1) The cost accounting system?
(2) Cost centers?
(3) Production analysis?
(4) Budgets?
(5) Variances?
(6) Capacity utilization?
(7) Overhead analysis?
(8) Comparison to budgets?
(a) Original budget?
(b) Variable revised budget?
(9) Scrap reports?
(10) Downtime?
B. Are these reports effective?
C. Other
54. Facilities
A. Does the company have adequate facilities?
(1) Plant?
(2) Equipment?
(3) Delivery equipment?
B. Are these facilities properly maintained?
(1) Plant?
(2) Equipment?
(3) Delivery equipment?
C. Are the facilities properly secured?
(1) Plant?
(2) Equipment?
(3) Delivery equipment?
D. Other
55. Personnel
A. Is there a continuing program to review personnel for
(1) Competence?
(2) Manpower requirements?
(3) Setting goals?
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B. Are reviews made of superiors by their subordinates?
C. Are these reviews performed at least annually?
D. Are these reviews effective?
E. Do the reviews lead to promotions as well as demotions of per­
sonnel?
F. Other
Human Resources
Businesses of all sizes rely on people. The success or failure depends 
on the personnel of the enterprise. People make the decisions that control 
the destiny of any business. Small businesses have a greater need for 
awareness of human resource problems because a few key people can 
have a significant influence on the entire operation.
58. Management
A. Is the company able to hire adequate personnel?
B. Is the company properly staffed with—
(1) Management employees?
(2) Production employees?
(3) Marketing and sales employees?
(4) Administrative employees?
C. Do adequate personnel files exist?
D. Do statistics indicate realistic—
(1) Turnover?
(2) Retention?
E. Are there written performance standards?
F. Are they updated periodically?
G. Are annual conflict-of-interest statements required of key ex­
ecutives?
H. Is employee morale satisfactory?
I. Are exit interviews utilized?
J. Does management address nepotism?
K. Other
59. Communications
A. Does the company communicate well with employees?
B. Are such communications in writing?
C. Are company communications effective to all levels of em­
ployees?
(1) Management?
(2) Salaried?
(3) Hourly?
(4) Subcontractors?
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D. Are the company’s communications effective with—
(1) Customers?
(2) Suppliers?
(3) Advisors?
(4) Regulators?
(5) Taxing authorities?
(6) Community?
(7) Prospects?
(8) Owners?
E. Does the company have a suggestion system?
(1) Is it used to the fullest?
(2) Does it cover external as well as internal matters?
F. Does the company request feedback from—
(1) Customers?
(2) Suppliers?
(3) Advisors?
G. Other
60. Recruiting
A. Does the company obtain employees through—
(1) College campus recruiting?
(2) Placement services?
(3) Trade publications?
(4) Referrals from existing employees?
(5) Company training programs?
(6) Advertising?
B. Are testing procedures used?
C. Are they updated regularly?
D. Do they produce expected, acceptable results?
E. Has the company been able to recruit the kind of personnel it 
requires?
F. Has it been done on a timely basis?
G. Does the company present itself well in brochures and other 
recruiting tools?
H. Does the company use standard interview questions?
I. Are they updated?
J. Are they sound?
K. Other
61. Hiring
A. Does the company have hiring policies?
B. Do they meet the company’s objectives?
C. Are they in writing?
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D. Are they updated periodically?
E. Are there written employee handbooks or manuals?
F. Are they current?
G. Are they utilized?
H. Do written job descriptions exist?
I. Are they factual?
J. Are they understood by those needing to know?
K. Does the company have antidiscrimination policies?
L. Are they followed?
M. Other
62. Training
A. Do on-the-job training programs exist?
B. Are they adequate?
C. Does the company take advantage of government-sponsored 
training programs?
D. Does the company use available tax credits? (Targeted Jobs 
Tax Credit, etc.)
E. Does the company use industry and other training courses to 
keep its personnel up to date?
F. Does the company use meetings and other communication 
methods to keep employees informed?
G. Does the company use in-house newsletters to keep personnel 
informed?
H. Other
63. Compensation and Benefits
A. Is there a formal compensation administration program?
(1) Is the program reasonable?
B. Is there a qualified retirement plan?
(1) Profit-sharing?
(2) Pension?
C. Are all compensation plans updated?
D. Does the company have—
(1) Deferred compensation for executives?
(2) Key-man life insurance?
(3) Group life insurance?
(4) Adequate health insurance?
(5) Disability insurance?
E. Is employee compensation reviewed at predetermined dates?
F. Do promotion policies provide opportunities for advancement?
G. Are salary and wage policies competitive?
H. Other
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64. Motivation
A. Does the company have a plan to motivate employees?
B. Is it in writing?
C. Is it updated periodically?
D. Is it effective?
E. Are there different plans for different types of employees?
  (1) Production?
(2) Supervisory?
(3) Clerical?
(4) Managerial?
(5) Executive?
F. Do the satisfiers include items other than money?
(1) Security?
(2) Acceptance?
(3) Recognition?
(4) Responsibility?
(5) Good working conditions?
G. Other
65. Evaluation
A. Does the company have a plan for evaluating employees?
B. Is the plan in writing?
C. Is it updated periodically?
D. Is the plan understood by the employees evaluated?
E. Are the criteria objective rather than subjective?
F. Do the evaluations provide a basis for—
(1) Promotion?
(2) Transfer?
(3) Salary adjustment?
(4) Awards?
G. Do the employees participate in setting goals or targets for 
future evaluations?
H. Are these goals or targets monitored during interim periods?
I. Are the goals—
(1) Realistic?
(2) Attainable?
J. Other
66. Employee Relations
A. Does the company have a plan to maintain good employee 
relations?
(1) Is it in writing?
(2) Is it updated periodically?
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(3) Does it serve the needs of the employees?
(4) Does it include such items as—
(a) Company-sponsored events?
(b) Teams?
(c) Flowers or other gifts to employees or their families 
at times of sickness, injury, or other types of distress?
(d) Furnishing facilities for eating and rest periods?
B. Does the plan serve as a—
(1) Motivator?
(2) Satisfier?
C. Other
67. Manpower Planning and Utilization
A. Does the company plan its manpower needs?
B. Is the plan in writing?
C. Is the plan updated periodically?
D. Are these plans adequately determined?
E. Does the plan include total personnel needs?
(1) By type?
(2) How many?
(3) What classification?
(4) In what department?
F. Does the plan include staffing at all levels?
(1) Production?
(2) Administrative?
(3) Supervisory?
(4) Managerial?
H. Does the plan include the source for obtaining each type of 
employee?
I. Does the plan provide that the right employees are assigned 
the right positions?
J. Are these criteria adequate?
K. Does the system consider the needs caused by—
(1) Turnover?
(2) Promotions?
(3) Retirements?
L. Other
68. Law and Regulations
A. Does the company understand the rules and regulations gov­
erning employees by federal and state authorities?
B. Are the company’s policies—
(1) In writing?
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(2) Disseminated to appropriate personnel?
(3) Adequate?
(4) Understood?
(5) Observed?
(6) Enforced?
C. Do the policies encompass—
(1) Discrimination?
(2) Fair Labor Standards Act?
(3) Organization Safety and Health Administration (OSHA) re­
quirements?
(4) Sexual harassment?
(5) State labor laws?
D. Other
69. Union Contracts
A. If the company recognizes an internal (company union) or ex­
ternal collective bargaining group, is there a written contract 
in effect?
B. Has the company been without frequent strikes or work stop­
pages?
C. Is there control over unresolved grievances?
D. Does the company have competent labor management per­
sonnel?
E. If not, does the company employ an outside negotiator?
F. Have grievances been—
(1) Limited in number?
(2) Promptly handled?
G. Other
70. Health Maintenance
A. Does the company have a health maintenance plan?
B. Is the plan in writing?
C. Is the plan updated periodically?
D. Does the plan include—
(1) Preplacement physical examinations?
(2) Periodic health appraisals?
(3) Care of minor ailments and occupational disabilities?
(4) Health education?
(5) Personal health counseling?
E. Are physical examinations geared to the needs of the position?
F. Are the periodic health appraisals in keeping with the employ­
ee’s position and exposure?
G. Does the company have an internal emergency treatment center
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to adequately care for minor ailments in order to keep workers 
on the job?
H. Does the company’s health education include subjects such 
as—
(1) Diet?
(2) Early treatment of illnesses?
(3) Proper rest?
(4) Recreation?
I. Does the company encourage the use of community public 
health programs?
J. Does the company encourage physical fitness among its em­
ployees?
K. Does the company provide facilities for physical fitness?
L. Other
Management Information and Controls
When a closely held business is in its early stages, the owner/manager 
may often keep most of the company’s information in an informal manner. 
This manner may initially be adequate to allow that person to make 
informed decisions concerning the operation of the business. However, 
as the business expands beyond the point where informally kept infor­
mation can adequately assure the owner/manager of making informed 
decisions, the manner of keeping information must be restructured to 
assure that the necessary information is available to the owner/manager 
and all other employees who may need it.
A system of management information is vital to a business in order 
to maximize effectiveness. A formal information system should be as­
signed to provide information that will enhance management decision 
making. It will include, for example, income statements, balance sheets, 
and other relevant and useful management reports such as cost and 
production data.
74. General Ledger System
A. Is there a written chart of accounts?
(1) Is it adequate?
(2) Does it contain descriptions?
B. Is the choice of system (manual, one-write, mechanized, or 
computerized) suited to the company's needs?
C. Is the system adequate?
D. Is the system tailored to the industry in which the company 
operates?
E. Other
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75. Financial Statements
A. Does the system provide—
(1) Balance Sheets?
(a) Compared with prior year?
(b) Compared to budget?
(2) Income Statements?
(a) Compared to prior year or prior period?
(b) Compared to budget?
(c) Comparing current period and year-to-date?
B. Are income statements prepared for—
(1) Divisions?
(2) Departments?
(3) Product lines?
C. Do comparative statements show variances?
(1) Dollars?
(2) Percentage of variances?
D. Do income statements show comparison percentages to sales?
E. Other
76. Other Management Reports
A. Are ratios used?
B. Are budgets and revised budget comparisons used?
C. Do these reports compare actual year-to-date data plus re­
maining budget data to arrive at estimated results for the year?
D. Are financial reports compared to industry data?
E. Does the company use—
(1) Break-even calculation?
(2) Direct-costing techniques?
F. Does the system provide for management reports, that is—
(1) Backlog?
(2) Production data?
(3) Unit costs?
(4) Variance reporting?
G. Are graphics used to portray data and comparisons?
H. Are there cash flow reports?
I. Are there sufficient statistical data maintained to produce ad­
ditional management data as requested?
J. Other
77. Utilization of Information
A. Are financial statements—
(1) Adequate in detail?
(2) Frequent enough?
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(3) Prepared timely?
(4) Available to those who need them to make decisions?
(5) Prepared internally?
(6) Properly scrutinized?
B. Other
78. Special Review Areas
A. Are systems and procedures—
(1) In writing?
(2) Adequate?
B. Are internal controls adequate over high-risk areas?
C. Does the company control the use of forms?
D. Are important documents protected from fire or other disaster?
E. Is insurance coverage reviewed at least annually?
F. Are written accounting manuals used?
G. Are there written purchasing procedures?
H. Other
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